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5E rz7FACTS ABOUT PRIVATE
AND GOVERNMENT

EMPTOYMENT AND WAGES

Tl-iis report prot'ides inlbrmation atrout plivate ancl government ernploytnent and r,vages in

the Montana economy, with a fbcus on separating ont state government employment from

other levels of government workers in order to examlne the r,vage differentiai beflveen private

and state govemment employees.

In a free labor market, where workers are paid based on market dynamics and where workers

are easilv able to move befvueen the prir.ate and public sectors, rnarket forces will cause private

and governntent compensation to equalize. This report illustrates that rnarket-based econom-

ic theory holds true in Montan:r's labor market, finding little pay diftbrential befween emplol-

n-ient classes after adjustrnents for occupational differences. When adjusting for differences

in education and skill levels required for each job, highly skilled workers in the private sector

earn significantly more than their public sector coruterparts, rvhile government compensa-

tion is comparativelv higher in lor,v-skill occupations. These findings are consistent r,vith otirer

research.

SIZE OF THE GOVERNMENT SECTOR IN MONTANA

Montana employment from 2001 to 2009 (the most recerlt year of data) by class is shown

in Figure 1 (next page). Government employment represented about L9.6a/oof Montanas

employment in 2009. The governnrent employment share of total ernployment has been

decreasing in the long-term from over 20o/o rn 2001 to 78.SD/o in 2008. However, the pri-

vate sector job loss during the recession has increased the share of government employment

from 2008 to 2009. This change is likely to be temporarl'. Goverumeut employment follows

counter-cyclical patterns with faster growth during recessionaqy periods due to the increased

need of counter-cyclical social programs like unemployment insurance benefits. Counter-

c)'clical programs and emPloyment help stabilize the economy during downturns and allow

the economy to recover more quickl,v. As the economy recovers, government growth will slow

while private employment growth will regain its rapid pace, thus decreasing the government

employment share. In fact, employn-rent estimates for November 2010 indicate that govern-

ment has lost all employment gained during the recession, and is now at the lowest level since
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Figure 1. Montana Employment by Class,200t to 2009
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2001

2004

2005

2006

2007

2008

2009

Private
Employment

306,790

310,388

314,240

323,727

334,143

346,275

356,725

356,638

338,854

Government
Imployment

77,115

il,H 3

79,301

79,705

79,317

79,907

7q q?1

90,953

82,712

Total
Employment

383,905

398,161

393,541

403,432

413,460

426,192

436,656

437,591

421,s66

Government as

a Share ofTotal

20.1V0

20.\Vo

70.20/o

19.8V0

19.2V0

18.70/o

18.30/o

18.50/o

19.60/o

5tate
Govemment
Employment

10 001

20,147

20,797

20,740

21,254

21,697

21,597

21,756

22,059
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Source: Quarterly Census of limployment and Wages

October 2006. Government employment peaked in N4arch 2010 and has since lost over

5,000 employees through November 2010.1 Employment decreases in 2010 occurued at all
levels of government, including state government.

During the full time period of 200I-2009, state government employment grew at roughly
the same pace as private employment and faster than total government employment. During
the recession from 2007 to 2009, employment growth slowed in both state government and

tlre private sector, with state government growing at a pa.ce of 7.060/o per year. Federal and

local government employment grew at the fastest rates, largel), because of increased federal

employment due to the Census and stimulus funding. As rnentioned earlier, the most cur-
rent employment estimates indicate that [fovernment employment decreased during 2010 and

is now belor,v the pre-recession enrployment level. The 2010 enrployment level r,vill not be

confirmed until NIay 2011.

MONTANA PRIVATE AND GOVERNMENT EMPLOYMENT BY INDUSTRY

In terms of industry, the Retail and Wholesale Tiade sector employs the l.argest number of
workers in Montana ,with I7o/o of total pa,vroll employrnent. Health Care and Leisure Ac-
tivities (which includes Accommodations, Food Service, Arts, Recreation, and Enterrainmenr
businesses) are also large employers, comprising of 15%o and L40/o of total employment respec-

tively. Figure 2 shor,vs the 2009 Montana employment by class and industry.

'Current Employ.rnent Statistics, Bureau of Labor Statistics for November 201l.
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2001-2009

2001-2007

2007-2009

1.750/o

2.55o/o

-2.54Vo

0.BB%o

0.6070

1.720/o

1.180/o

2.17V0

-1.740/o

1.240/o

1.3070

1.060/o
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Figure 2. Montana Fayroll Employrnent by Class and Industry,20O9

Agriculture, Mining, and Utilities

(onstruction

Manufacturing

Retail and Wholesale Trade

Transportation

Information, Finance, and Real Estate

Management and Professional

Services

Admin istration and Business 5upport
5ervices

Ed ucation

Health (are

Leisure Activities

Other Services

Public Administration

Total

Total
Employment

Private
Employment

Goverment

Employment

280

2,170

BO

2,BBO

530

230

34,640

3,670

820

30

37,420

82,750

Industry
Share ofTotal

3o/o

6Vo

AVo

17Vo

3o/o

7o/o

5o/o

4o/o

9o/o

150/o

14Vo

4o/o

9Vo

lndustry Share

of Private

4Vo

7o/o

5o/o

21Vo

3a/o

\Vo

60/o

5Vo

lVo

170/o

170/o

5o/o

14,070

26,',I30

17,400

71,670

13,210

2B,BOO

20,500

18,470

38,670

61,570

57,610

16,030

37,420

421,500

13,790

23,960

17,440

7,544

10,330

28,270

20,270

18,470

4,030

57,900

56,794

16,000

338,750

Source: QuarterlyCensus of Employment and Wage.s

Government employment falls within many industries, particularly in Education, Public

Adniinistration, and Health Care. Tire totai number of government r,vorkers is roughly equal

to the number of .rvorkers emploved in the Trade and l'ransportation sector (a combination

of the Tlade industry and the tansportation industry). In 2009, the total number of govern-

ment workers was slightly gre ater than employme nt in the Trade and Transportatiotl sector'

although this .was not true in previous years and is unlikely to be true during 2010. Annual

data from 201-0 rvili be available in Mav 20Ll-.

GOVERNMENT AND PRIVATE PAY COMPARISON

Overall, the average wage for Montanis government workers is higher than private workers.

Federal workers had the highest average salary at $57,800 in 2009, followed by state work-

ers r,vith an average salarv of $42,900. Local government workers have an average salary of

$33,200, and private payroll workers have the lowest average wage at $32,200. However,

state workers are more likely to r,vork a ftill 40-hour work rveek than private sectorworkers,

fhus mirking the differences in annual salaries greater than the differences in hourly wirges.
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Over 660/o of Vlontana state lvorkers (and 730/o o{ allgovernment workers) i,vork 40 cr rnore

hours per week. In comparison, onlv 5B% of lVlontana private sector workers ."vork 40 or more

hours.2

Comparing simple a\rerage salaries also dcles not take into account that jobs in state govern-

nietrt are different than jobs in the private sector and generally require a higher level of edu-

cation and skills. A large number of prirrate workers are employed in the Retail and Whole-
sale Tiade industry, or the Leisure Activities sector, in jobs that do not require a high level oi
education or experience) such as retail s.alespeopie, cashiers, fast food workers, or hotel desk

clerks. In contrast, most government workers work in the Education, Health Care, or Public

Administration industries in jobs that require higher levels of education and experience, such

as nurses, professors, researchers, irnd program administrators. In a fiee market, workers with
higher levels of education and experience are paid rnore because highly skilled workers are

more efficient and contriblrte a greater anrollltt of value to their btisiness and tire economy.

Figure 3 compares the average annual salary of public and government workers in Montana

by the minimrtm levei of education and experience requirecl to complete the job using Occu-

pation'al Employment Statistics data fi'om the Bureau of Labor Statistics. Government sector

jobs have higher wages in occupations that only rsqrlt. a low level of education, but workers

in jobs requiring a bachelor's degree or higher earn more in the private sector than in govern-

ment. For example, state rvorkers with a master's degree or a bachelor's degree with more

than five years experience make $13,500 less than simiiarly ed.ucated workers in the private

Figure 3. Montana Average Wages by Class and Required Education Level
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-lvlontana 2009 annual average fronr the Current Population Survey, a joint survey between the U.S. Census Bureau
and the Bureau of Labor Statistics, via Data Ferret softlr.are at rvwwdiitafbrret.census.go\'. Analvsis perlbrmed by the
Research and Analysis Bureau of the Ntontana Department of Labor and Industry.
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sector. State rarorkers in jobs thirt require a bachelor's degree make abor.rt $1,500 less thar-i

private sectol'wor'triers in similar jobs. For jobs requiring a doctoral or profbssiond dcgree, the

private sector pays over $50,400 per year more than state government.

The large pav dilferential benveen secrors in the higl-rest education category is becattse the

majority of doctoral jobs in the public sector are postsecondary teachers, who accept lower

wages for a more flexibie r,vork si:l-reduie or to pursue researr:h in their cirosen field, rvhiie tl-re

majority ofjobs in the private sector are doctors, which is an occupation in high demand be-

cause of growth in the health care industry. Greater lvage differentials are expected rrt higher

education levels because these workers are highly specialized and cannot easily transfer to a

ditferent occupation that pays higher wages. For example, professors could eam higher w'lges

in the private sector as doctors, but would have to underyo years of medical training with low

wages first. In contrast, occuFr:rtions irt lower skill levels are less specialized and have greater

transf'erabiliq'to the prirrate sector. An trccoluttant r,r'orking in government could find a simi-

lar job in the private sector to gain irigher wnges.

In contrast to the outcome for highly-skilled workers, the government sector pays slightly

better in jobs that recluire only on-the-job training orr,vork experience (likely cornbined with

a I'righ school diploma). This ouri:onie is consistent rvith federal research on comparable pay

between state and pr:ivate sector compensation.3 State wages likely are higher in these catego-

ries because many lorv-skill prilate sectorworkers lost their jobs during the recession. The

reduced demand fcrr low-skilled labor in the private scctor resulted in a lor,ver average wage.

Trhe governmeut industry lags belind the recession (maintaining jobs during the recessioti,

then experiencing employment losses post-recession). Further, in lieu of a pay raise for all

employees, the 2009 Nlontana Legislature provided for a one-tirne lump sum payment for all

state workers rnaking less than l|45,000.

Despite earning greater e ducation premiums than governmeut worke rs' Private workers stiil

earn less in terms of average salaries. This apparent contradiction is explained by Figure 4,

which illustrates the educational distribution of Montana's payroll employment for private,

government, and state government workers. Private employment falls largely in the lower

education categories, which receive lower wages than higher skill categories.

Private employment in Montana is heavily concentrated in the lower education categories,

with 780lo of private jobs requiring less than a bachelor's degree. Because the majoriry of

private emplovment falls within the lorv-skill,low-wage categories, the average private sector

wage is comparatively low. f n contrast, government jobs require higher levels of education.

Over 250/o of state government jobs require a master's degree or higher, while only 60/o of ptr-

vate sector jobs require a graduate degree. In short, state workers have higher average wages

because they have higher levels of education and training than private sector employees.

3Bender, 
Keith ancl He1'wood, ]ohn. "Out of Balance: Comparing Public and Private Sector Compensation over 20

Yearsi'Center for State and Local Government Excellence, April 2010.
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Figure 4. Montana Private and Government Payroll [mployment by Education Category

Doctoral or
Professional Degree

Master's Degree

Bachelor's Degree

Associate Degree,
Post-Secondaty Certifi cate,

or Some (ollege

High School Diploma or GED

[ess than
High SchoolDiploma

0o/o 5o/o 100/o 15Va 200/o 250/o l0Vo 35Vo

One way to ad.iust for differences in the education and skiil requirements of pri',ate and

government jobs is to cornpare rates of hourly pay within the same occupation. For example,
using data from the Occupational Employment Sratistics from the Bureau of Labor Statis-
tics, pay for a private electrician can be compared to an electrician working for state goyern-
ment. Both of these electricians likely have similar levels of education and training. Using
the hourly pay also accciunts fbr diIl'erences in tire number of hours worked per rveek. Usins
this information, there are only eight occupations where the average r,r,age is greater in state

government than in the private sector. Employment in these clccupations represents l.5o/o of
N{ontana's totai pavroll emplovrnent. These occupations are listed in Figure 5 (next page).

In other words, otly I.5o/o of Montana's workers r,vork in occupations where the average salary
is lrigher in state government than in the private sector. In cornparis on,3.7o/o of Montana's
r'vorkers r,vork in occupations where the average sal,ary is higher in the private sector, and the
majority ofworkers (94.8o/o) work in occupations r,vhere the average wxges in srare €fovern-
ment and the private sector are statistically equal.

In a free labor m'arke t, where workers arc paid based on market dynamics and where workers
are easily able to move between the private and public semors, pay benveen private industry
and the government sector should be relatil'ely the same. The above data indicate that pay
between the private and public sector in Montanx is the same for 950/o of Montana's .r,vorkers,

with 3.70/o of N{ontana workers earning higher private pay than those in a similar government
position. Althouglt highly educated workers in the privirte secror eam significantly higher
wages than their counterparts in the government sector, positions that require an advanced
degree tend to be specialized. In these specialized positions, workers are not able to easily
move benveen sectors, thus resulting in the private pay prernium.
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Figure 5. Occupations where the
than the Private Sector

Average Wage is Higher in State Government
in Montana"2OO9

5ocial and Community 5ervice Managers

Database Administrators

Engineers, All 0ther

Mental Health (ounselors

First-Line Supervisors/Managers of Correctional Offi cers

First-Line Supervison/Managers, Protective Service

Workers, All 0ther

Stock (lerks and 0rder Fillers

Service Station Attendants

Total
Employment

500

224

270

*

11n' tLv

80

4,360

480

Percent
6overnment

22.60/o

25.50/o

82,\VO

71.101a

58.5Vo

l.60/o

8.0%o

Private

Average Wage

17.96

23.07

21.51

18.51

16.03

10.53

10.13

State

Averaqe Waqe

29.54

/6.1 t

35.06

21.31

24.95

27.95

16.46

18.35

Source: Occupational Employment Statistics, 2009. Analysis perfolmecl by the Research and Analysis Bureau'

lVlontana Department of Labor and Industry
* Conlidential Intbrmatiorr

BENEFITS

Of course, the above comparisons between €fovernment and private sector pay considers only

wagesr not the total compensation package including benefits, bonuses, stock options, retire-

rnent, or paid time oil statistics on tiie size of the total compensatiou package are not col-

iected and published on a regular basis in Montana. National statistics frorn the first quarter

of 2009 indicate that state and local governments have a total compensation rate (including

benefits) of $39.51 compared to #27.46 in private industry. Approxinrately290/o of the pri-

vate compensation package is in the fornr of benefits, rvhile 3470 of the state and locai gor-

ernment cornpensation package is in ber-refits.l

Hor,vever, Nlontirna state governrnenr employees receive benefits at a much lor.ver rate than

tlre national average. With ail average sirlary of fi42,892 in 2009, retirement benefits equal to

7 .I7o/o of pay, and health and other benefits equal to $8,148 per ernployee, the average total

compensation is about $54,116.s Benefits cornprise about 2la/o of the Montana st?lte govern-

ment total compensation package compared to 340/o nationally.

Although data is not available for comparison, it is likely that the national statistics also

overestinate the benefits package for Montana's private sector irs well. Benefits are positively

related to the size of the employer, r,vith employees in larger businesses receiving larger ben-

efits packages. The average business size is smailer irt Montana than in the natiotr, so it seems

likely that Montana's private sector benefits trail behind the national average.

'l'[he tlata colres from the Natiolal Conperrsatiolr Survel', which includes dirta gathered in Ntorltana'.s rnetropolitan
statistical ar.eas of Billings and lr{issouli. Nlore recent dhta if avcilable, but euors were found in the state and local

govcrnment selics startiig in Jrure200,9. fhesc,errurslvill be correctcrdb-v theend of Jan. 2011.

:'Beneiits infrtrmation froru the N,ftrntrna Department oiAdministratitln lbr health and other benelits, while the

ivlontana F1Oti. frlptoy"., R.tir=nrent Aciininistration provided tlte percentage lbr emplol'ee retirement benefits'

8.r:see,rl, .: :rd A,lii v:ri I ii,.:rE:;rir



..:r!.::Ji:ljjiri..::r: il.,r: :i;::,r'-:.ti rjr.l ..1:-.:.i,. 1'l

Other research has used the national averages to adjust for total compe nsation in Montana,
even though this data does not adequately represenr N,Iontana's pay scenarios"6 Using the na-

tional ratios similady to this other research, the private sector wage premium would decre ase

fbr all education levels except vrorkers in jobs requiring a doctoral or professional degree. The

private sector premiums for rvages and total compensatioll are shown in Figure 6, r,vith posi-
tive vaiues indicating that the private sector earns more than state government, and negative

Yalties indic;rting that state governnent r,vorkers earn nlore. These figures shorild be viewed
with great skepticisrn because the national averages do not adequatcly represent Montana, but
are pro','ided for comparison to other stuclies.

Figure 6. Total Compensation Comparison Between Private and State Government
Sectors Using National Ratios (National ratios clo not represettt Montana compensation ratios)

Source: occupational Ernploymer.rt statistics, Nrtional compensntion survey.
*Negative nuntbers indicate that state governurent workers earn nlorc. lbtal compensation ligures should be liell'ed
with skepticisru because the nationrl-ratios do not represent actual .N{ontana compensation iates.

Private sector workers in jobs requiring a bachelor's degree with experience or an advanced
degree would still be paid more than their state go\,'ernment counterparts. For those with
a doctoral or profession'al degree, the gap berween srare EJovernment and the private sector
actually increases, with workers in the private sector making an avera€fe of $65,200 more than
their state government counterp.at-ts.

GROWTH

What would

last decade?

increased by

IN MONTANA WAGES AND INCOME SINCE 2OOI

have happened if the state pay was indexed to either income or wages during the
For the full timeframe of 2001 to 2009,the average wage for a state employee

4.1%0, slightly more than the increase in per capita income (4.060/o) and more

oCalo Institute,January 20.I0 Emp,loyee Compensation in State and Local Governments, http://wrvw.cato.org/pubs/
tbb/tbb-59.pdt. and Bender and Heywood,2OtO (iUia)

Wages

Private State Private State wases crrJll,llti*
5hort to moderate-term on-the-job
training

Long-term on-the-job training or
w0rK expenence

Associate Degree or Vocational Award

Bachelor's Degree

Master's Degree or Bachelor3 with
expenence

Doctoral or Professional Deqree

525,703 527,784

539,832 543,642

539,755 539,204

549,946 $48,495

567,917 $54,340

5105,493 555,095

s36,287 542,232

$56,235 566,335

556,126 559,590

574,514 573,697

595,7 43 582,596

$148,935 583,7M

-52,081 -55,945

-53,809 -$10,100

5551 -53,464

51,462 -53,192

513,477 513,147

550,398 565,191
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2001

2002

2003

2004

2005

2006

2007

2008

2009

Per capita
lncome

25,314

25,685

27,000

28,61 6

30,144

32,177

33,897

35,237

34,794

Median
Household

lncome

33,1 51

34,105

34,M9

35,574

38,503

40,299

43,000

43,948

42,222

Private Sedor
Average Wage

24,122

24,813

25,659

26,il4

27,936

29,386

30,954

31,928

32,247

state Pay

Average Wage

31,1 1 2

33,025

34,025

34,261

35,080

36,965

39,624

42,741

42,892

Total
6overnment

Wage

29,463

30,741

31,B53

32,788

34,262

35,841

37,892

39,375

39,969

Total Average
, Wqge

25,195

26,001

26,907

27,830

29,150

30,596

32,224

33,305

33.762

,l

than the increase iir house hold incorr,e (3.20to1. In othe r words, if state pay was indexed to Pe r

capita income in 2001, the average state go\,'ernmcntwage would have grorvn an averagc of
4.060/o ayear,ending 

^tfi42,763 
in2009(about$129lessthanthe actualwage). Ifindexedto

nredian household income in 2001, the avcrase state wxge would be $39,625 (about fi3,270

less than the actuai 2009 l,vage). These figrres are shown in Figure 7.

Figure 7. Montana Average Wages and Per Capita Income and Wages frorn
2001 to 2009

Compounding Annual Growth Rates

Sourrce: Per capita income from the Burcau of Economic Anaiysis. ivledian Househoid Income from the U.S. Census

compiled by the Census and Economic Infbrmation Center at the lVlontana Department of Commerce. Average

n'ages from the Quarterly Census of Employment and trVages compiled by the Research and Analvsis Bureau,

Montana Department of Labor and Industrv.

However, this outcome is highly dependent on whether the recession years from 2007 to

2009 are included in the analysis. Wage and income grow'th slor,ved significantiv during the

recession to Lo/o growth in the private sector and 0.35%o in state government (from 2008-

2009), with losses in both income measures. During norm'al economic times from 2001

to 2007,both income measures ar-id private sector pay grew more quickly tl'ran state wages.

Tyirg state wages to either of these me asures would have resulted in higher overall wages in

2007 - Had state wages been indexed to the median household income from 2001 to 2007,

state wages in 2007 would have been $730 higher than the actual average wage. Had state

\,vages been indexed to private sector pay in 2001, the state average wage would have grown

0.139/0 faster, resulting in a higl'rer avera€ie pay for state workers of approximately $300 in

2007.

2001-2009

2008-2009

2001-2007

4.060/

:1,260/o

4.990/o

3.070/o

-3.930/o

4.430/o

3.700/o

1.0070

4.240/o

4.100/o

0.3570

4.110/o

3.890/o

1.510/o

4.280/o

3.730/o

1.374/o

4.190/o
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INCOME }IEASURES COMPARED TO WAGE IV{EASURES

Personai or irousehold income measures ere very clif1brent fiorn rv:rge inconre. Incorne mea-

srres include incoure frorn many diff'erent sources, inch-rdine retirement distributions, self-

emplovment, dividends, rent, unenploynrent benefits, and r,vellhre benefits. For exaniple,

wage and salarv income comprised only 45a/o of personal income in i\4ontana during 2009.7

Average household income is even further clisconnected from the average wage because a

household may have zero, one , fwo, three , or n-]ore waqe earners. An increese in household

size would increase the average household income r,vithout any change to the average wage.

The officiai Census definition of household income includes all incorne earned by anv house-

irold member 15 years and older.

Through existing market and qorrernnletlt pav systeni inechanisms, the state average wage is

already linked to the income measures in the state . As mentioned above, a free labor rnarket

with easy transfer between €fovernment and private jobs will result in an equalization of wages

berween the private and public sectors. Tire state pay system encolirages agencies to consider
job-related qualifications, existing pa)' relationships r,r'itl-rin the agencv and rvork unit, abiliq'
to Pay, and extern'al competitiveness rvhen developing their pay strategies. Market data is used

to measure external competitiveness. State pa), is also impacted by income. If incorne does

not increase, tax revenues also do not increase. Shortfalls in the state budget are often rem-

edied by freezing state pay. In this manner, state pay is already linked to changes in income.

RANGE OF STATE AND PRIVATE PAY

From 2001 to 2009,the average private wage increased by an annual compounding rate of
3.70/o,wh1le the government average rvage increased by 3.8%0. It is mathematically possible

that the average r,vage increased because high-earners experienced large wa65e increases, but
low income workers simply rnaintained their wages.

However, uneven wage increases did not happen in N{ontana. In fact, during the period from
2042-2009, the rnedian wage gre\.v at roughly the same amount as the mean wage (3.370 fbr
dre median a:nd 3.20/o for the mean). In other words, low-wage earners experienced wage

increases at the same rate as high income earners. The range of r,vages also did not change

significantly, as shown in Figure 8. In 2002, wage earners in the lowest wage decile earned

$6.39 per hour, or 26.60/o of those in the highest earning decile. (A decile is equal to 1070

of the total number of workers.) Tl-r. percent?1ge diIl'erence betrveen the lor,vest earners and

tlre lrighest earners is relatively equal in 2009,indicating that the distribution of pay has not
changed significantly since 2002. Wage growth fbr low-rvage earners has been similar to
high-wage earners in both the private and state government sectors.

tU.S. Bureau of Econornic Analysis, 2009 annual ar.erages.
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Figure 8. Distribution of Hourly Wages in Montana,}$A} to 2009

TotalEmployment Private Employment :

State Government
,, Employment ,

20092002 2002 2009 2002 2009

1Oth Percentile

50th Percentile

90th Percentile

Ratio of 1 Oth to 90th

6.39 7.71

1 1,10 1 1.65

24.06 29.56

26.6Vo 26.1V0

6.24 7.62

10.13 12.82

23.19 28.78

26,90/o 26.50/o

9.22 10.29

16.29 19.i5

29.51 33.19

31.20/o 31.0V0

COMPARISON TO OTHER STATES

l)ata frorn the National Compensation Survey indicate that the private sector hourly wage

in N4ontana is more comparable to the national average than the hourly state average rate.

N'lontana private sector average hourly wage in 2009 was approximately 83.80/o of U.S. Private

wa€{e, whiie state and local ffovernment were at only 68.50/o of the national average.

However,.rvhen considered as average annual pa,v, the differentiais change be cause of a higher

percentage of part-time work in the private sector. Montana's private sector average wage is

approximat ely 71o/o of the national average, rvhile the state average wage is 88%o of the na-

tional average. In general, state government workers are more likely to work a 40-hour work

r,veek, wl'rile Montan.is private sector has more part-time jobs. According to the Current

Population Survey, 47.5o/o of Nlontands private sector workers work less than 40-hours oer

week, while only 27olt of allgovernmerlt worke rs and 340/o of state government rvorkers work

less tiran 40-hours. Working fer,ver hours reduces the annual salary of private workers.

In terms of rankings, Montana's average stxte selary ranks 37th in the nation for 2009, while

our average wage ranked 51,st (including all states and the District of Columbia). Although

this seems like a large gap, the pay dispariry betr,veen the private and the public sector is not

as large as in many states. For example, Iowa ranks 8th ir-r the average wage for state govern-

ment at $56,033, but ranks 41st fbr private sector wages at $36,309. This gap beween tl're

private and public sector wages is much larger in Iowa (fi1,9,720) than Nlontana ($10,650).

Other states also hare larger gaps. As shor,vn above, the dift-erence is largelv due to industry

mix, fuIl-time versus part-time work, and the education and skills required for the jobs.

A recent study by researchers at Columbia University cornpared the rates of pay in the private

and government sector for all 50 U.S. states in order to calculate the number of excess state

government jobs and the amount of excess pay in each state.s The research used advanced

statistical rnethods to control for the dernand for government services, such as population,

poverty rates, state Gross Dornestic Product, and the number of local government employees

8llr.rlter, johr.r and Phillips, Justin. 2010. "ldentifl ing st:rtes *'ith the nrost (and least) justi{ication for prrritrg state public
employment costsl'r'vwr,r'.columlria.edu/-jhp2i2lTworkingpapers/StateEmployees'Pdf
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r'vho can substitute for state r,vorkers. The research calcuinteci thar the staie gotenimerlt pay
in Montana is 1.2 to 1.8%o higher than expected given its characteristics, resulting in excess

payrolls of approximately $10 to $16 million. However, the research also fbund that lVlon-
tana employees are more productive than expectecl given the demand for government services.
N{ontana has 780 to 2,340 fewer state flill-time employees (FTE) than expected given the
demand for: government services in the state. At an average cost of abou t fi54,1.1"6 per FTE
incirrding bettefits, adding this ntunber of r,vorkers wouid incre;rse p,ayro11s by ffa2.2 million tcr

ffiL26.6 million (for 780 to 2,340 FTE respectively).

Economic theory indicates that workers get paid according to the vahre they contribute ro
their eniployer, meaning that more productive r,r,'orkers eern higher rates of pa1,. The Collrn-
bia research suggests that Montana's excess \yages, estimatecl at $16 million, are due to high-
er-than-average productiviqv, which the study valued at up ro fi1"26.6 rniilion. A reduction
in state worker parr may reduce this productivity by decoupling pay fiom performance and
causing the most productive workers to find betrer-paving jobs in the private sector. Because

of this productiviry decrease, either the quantity and quality ofgovernment services would
decrease or the state would need to hire more FTtr to provide the same level of government
services.

GEOGRAPHICAL IMPACT OF A CAP ON STATE PAY

Legislative proposals to cap state worker pay have been discussed fbr consideration by the
2011 Legisiature. One proposal garnering signilicant media attention aims to cap state com-

Pensation at nvice the level of median household income. Although the definition of medizrn
hor-rsehold income used in this analysis diIl-ers from the legislative proposal, a cap rhat limits
pay and health benefits to fwice the rnedian household income wor-rlc'l rruncate the lvages of
state workers at $78,030 per year.

Based on data from the Department of Administrarion, a cap truncating the state salary
distribution at $78,030 would result in a total pay decrease of $13,3 million, with $7.7 million
lvage s lost in Ler,vis and Clark County. Jelferson, Deer Lodge,l\4issoula, Yello,*,stone, and
Cascade Counties wili also have wage income losses of over $4-50,000. The proposal lvould
decrease the wages of about 740 state wcrrkers, r,vith about 460 of these workers being located
in Lewis and Clark Counrv and 63 in Jefferson Countl: The arerage pay decrease lvould be

1870 for the workers above the cap.

Wage decreases of $13.3 million may underestimare the impact of the cap because work-
ers earning iess than this amount will likely face limits on future wage growth in order to
rnaintain pay differentials for more productive workers. For example, an econoinist in the
Research and Analysis Bureau will likely sdll earn less than the Bureau Chief, who will still
earn less than the Division Administrator, who will still earn less than the Commissioner.



Tte economist will also experience an efrecrive u/age c,ap fhat is likely to be significantl,v less

than $78,030. Therefore, althor-igh the intent of the legislation rlppe?1rs to be to truncate the

distribr"ition of state worker pa.y b)' imposing a cap, it is likely that this cap will actrtalh' cause

a compression of wage s and will also impact workers erning less than the cap.

FOLLOW UP QUESTTONS

Although this fact sheet attempted to be exhaustive in adclressing the aspects of private and

ptrblic pay in l\4ontan:r, other questions will certainly :rrise. The Researcir and Analysis Br
reau rvill continue to answer anv additional questions from interested parties about state pay

and rarill updrte this report if appropriare.
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